CAI NKR 6% 
Peviat Swe 


LN 


Contents 


Page 
Pntroduction sc Fie ve ee eee eae eae a ee 
Personal: ExempttOnsy ar. S07 as) We oo oa sees ee vee 
Basic Personal’ Exemption... ...2.45- 2) 
Married Exemption... ose. 2 2s 5 eee ee 2 
Equivalent Exemption..¢ rcs s, «sc sot eae 2 
Reduced Married or Equivalent Exemption..... a es 
Exemption for Wholly Dependent Children. .... ese 
Exemption for Other Dependants...... = ee Aa 
Age and Blind Exemption «.<) 22735 2 eee 
New Deductions ’..2. es, <i) 22 is ee 4 
Chitid Care Expenses 3) 5-0: Pee eS ee eS 
Moving Expenses, 00.6... os aig eee 
Employment: Expense Deduction... 2.342... . 2 ee 4 
Unemployment Insurance Premiums. 2. as 5 
Away-From-Home Expenses Paid by Employers......... 6 
IMs dicak EX PCHSCS<.eao ceiecs. 3k aus, 8 ek se - 
Charita ble@oonavonss 34. La eee eee - 
Pension and Retirement Savings Plans......... ou 8 
Additional. Items of Income......... ee RR er can Ants Bui 8 
INCOMECAVETASING 2a oh oe os a ee ieee 9 
General Averaging.......... OF ye icks eee ee ee 9 
Income Averapmn@ Annuities. oe ea ee 10 
Dividend” Ieee Credits cee leh er ere 2 as ee ye 11 
Entertainment Expenses . ig Ss ieee Se, y-. | Seer ee abe det 
Conciision: ort ee ee ai ( ae ae 12 


Introduction 


Income tax reforms recently introduced are effective January l, 
1972. This pamphlet, and one entitled “Valuation Day”, out- 


line the reforms that are likely to be of interest to most individual 
| taxpayers. 


You should read both these pamphlets to determine the manner 
in which tax reform affects you. If you do not have the ‘‘Valua- 
tion Day”? pamphlet, it can be obtained from your District 
Taxation Office, from any Post Office, or by writing to the ad- 
dress shown on page 13. 


‘Some of the new provisions may require you to prepare now. 


Others will not be of concern to you until after the first complete 
year under the new legislation. These are explained now for 
your information only, and instructions on how they affect 
your return will be given in the forms and guides you use to 
complete your return in the spring of 1973. 


You may already have received your 1971 personalized income 
tax return and guide in the mail. Please remember that the re- 
forms mentioned in this pamphlet do not affect your 1971 return, 
which you file before April 30, 1972. 


This pamphlet is only a guide. For official purposes please refer to the Income Tax 


Act. 


Personal Exemptions | 


Basic Personal Exemption 


The basic personal exemption of $1,000 that all taxpayers 
have been allowed against their income is increased to $1,500. 


Married Exemption 


The additional $1,000 exemption allowed to taxpayers support- 
ing a wife or husband is increased to $1,350. Thus a married 
taxpayer whose spouse receives income of $250 or less will be 
allowed a married exemption of $1,350 plus $1,500, or $2,850. 


Equivalent Exemption 


The additional $1,000 exemption allowed against the income 
of a single, divorced, separated or widowed taxpayer who 
supports a dependent relative is increased to $1,350, but under 
the new legislation this exemption will only be allowed for a 
dependant who lives in the claimant’s home. 


Reduced Married or Equivalent Exemption 


In the past, any income over $250 earned by the dependent 
wife or husband reduced the married exemption so that it 
disappeared when the dependant’s income reached $1,250. This 
did not apply to the equivalent exemption. 


Now, income over $250 will reduce both the married and the 
equivalent exemptions of $1,350. These exemptions will there- 
fore disappear when the dependant’s income reaches $1,600, 
_the level above which the dependant would normally be taxable. 


Exemption for Wholly Dependent Children 


The maximum exemption amounts, $550 for a child of 16 or 
over and $300 for a child under 16, remain unchanged. 


Where dependent children receive income, however, the ex- 
emption amounts are reduced as follows: 
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e For a child 16 or over, the $550 exemption is reduced 
- by the amount that the child’s income exceeds $1,050. 


e For a child under 16, the $300 exemption is reduced by 
half the amount by which the child’s income exceeds 


$1,000. 

_ Examples: For a child of 17, who earned $1,200 during the 
peameyou would be entitled to claim. ...... 455.22 ee $550 
DeUepicome im excess of $1,050....5 2 ee $150 

or $400 
For a child of 14 who earned $1,200 during the year, you 
peiceoe ciititied:te claim... ; 2. b, Vee eee $300 
minus one-half of income in excess of $1,000............ $100 
or $200 


In both instances, the exemption disappears when the income 
of the dependant reaches $1,600, the level above which the 
dependant would normally be taxable. 


Exemption for Other Dependants 


Maximum exemption amounts for other dependants are the 
same as for wholly dependent children, that is, $550 for a 
dependant of 16 or over and $300 for a dependant under 16. 
Where the dependant has income, the amount of the exemption 
is reduced in the same manner as that described for wholly 
dependent children. 


As in the past, claims for other dependants are limited to 
amounts actually spent for their support. 


Age and Blind Exeniption 

The age exemption has been increased to $650 from $500 and 
the qualifying age of 70 years has been lowered to 65. 

Also, the special deduction for blind persons and those con-- 
fined to a bed or wheelchair has been increased to $650 from 
$500. 


New Deductions 


Child Care Expenses 


Beginning in 1972 certain costs of caring for children will be 
allowed as a deduction from income. The general effect of the 
child care expense provision is that where a mother has her 
children cared for in order that she may work, she may be 
eligible to deduct some or all of the cost of such care from 
her income. 


The father may deduct child care expenses from his income 
where he is the only parent of the family, or where the mother 
is incapable of caring for her children because of mental or 
physical infirmity or confinement. 


If you feel you are eligible, obtain the ““Child Care Expenses”’ 
pamphlet listed on page 14. Ii contains further information 
on whether you are eligible, the amount deductible, ae the 
receipts you must keep. 


Moving Expenses 


Beginning in 1972, if you move in order to work in a new 
location, you may be eligible to deduct your moving expenses © 
from income earned at the new location. 


Moving expense deductions may be claimed by salary or wage 
earners, self-employed persons, and in some instances, students 
of post-secondary educational institutions. 


If there is a possibility that you may move to a new location 
in 1972, you should obtain the ‘““Moving Expenses’? pamphlet 
listed on page 14. This pamphlet tells you whether you are 
eligible, what expenses are deductible, and what information you 
should retain. 


Employment Expense Deduction 


An employment expense deduction will be allowed for 1972 
and following years. Employees will be allowed to deduct three 


4 


ee Fe ee ie a : t P¢ ew Ty 2 . 
ee) — cad cs . 


ro oer ee iy 
; he oe “ : 
_ 


ceipts or details of actual expenses are required in order 


“ 

| | a 
; ee 

t “of ie employment income, up to a maximum of $150. Ae. § 
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T this fe ncso: ee income for this pee 


“Members of the House of Connon and the Senate may — 
| not claim the deduction. 


» Members of a Provincial Legislature, elected officers of 
a municipal government, and members of municipal 


Pas at or all of their expense allowances from income, must _ 
_ reduce the employment expense deduction they would 
A Bae be allowed by the amount of the excluded 


“can in 1972, Unemployment Insurance Premiums will be 
ctible from income. For those whose premiums are with- 
ou oe or ESS by ge employers, the amount will 


Away-From-Home Expenses 
Paid by Employers 


In the past, construction workers have not been required to 
include in their income allowances paid by their employers 
to cover travelling expenses to a distant work site, or board 
and lodging while at the site. | 


Beginning in 1972, this provision will be extended to all em- 
ployees who must work at a site distant from their ordinary 
residence, provided they meet the following conditions: 


e The employee must maintain a residence in which he 
supports a dependant, and the work site must be far 
enough from the residence to prevent him from returning 
to it daily. 


e The duties at the work site must be of a temporary 
nature, or the site must be a place to which the employee 
could not reasonably be expected to bring his family 
because of location or lack of facilities. | 


The employee must be away from his residence for a 
total of at least 36 hours. 


Employees will not have to claim these expenses as deduetions. 
Employers of such workers will simply be instructed not to 
report such allowances, or where transportation, board and 
lodging are provided but not paid in cash, not to report the 
equivalent value, as remuneration paid to the employee on 
form T4. 


Workers who will benefit include lumber and mining workers, 
oil and gas well drillers, exploration crews, employees at — 
isolated bases and workers at remote construction sites who 
do not normally qualify as construction workers. 
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i al Expenses” 


atment of medical expenses will be changed, begin- 
2, as follows: 


expenses for which a person is entitled to reimburse- 
na public or private medical insurance plan will not be 
pi bongh Ue differe: i eperw een the amount reim- 


al care © plan ie 3e Hadar tible as wens expenses, 


2 of Penta or physically ha andicar ped or 7 daebicd 
| s, including those with special learning ne ities. 


3 or on to claim a $100 standard deduction for charitable 
: is and medical expenses instead of itemized expenses 
unchanged. 

ain claims for charitable donations her the standard 


not made will be increased to 20% of the taxpayer’s 


organizations to which deductible donations may 
be ae ee in 1972 to ney cory 


Pension and Retirement Savings Plans 


Beginning in 1972, deduction limits will be increased for: 


employee and employer contributions to registered 
pension plans, 


self-employed and employee premiums for a registered 
retirement savings plan, 


employer contributions to a deferred profit sharing plan. 


Briefly, where the limit was $1,500 it will be increased to $2,500 
and where the limit was $2,500 it will be increased to $4,000, 
for 1972 and following years. 


Additional Items of Income 


Beginning in 1972, several additional sources of income must 


be included when calculating the taxable income of individuals. 


These are: 


one half of certain capital gains, 
unemployment insurance benefits, 


the employer’s contribution to a public medical care 
insurance plan, 


Adult Occupational Training Allowances, 


scholarships, fellowships and bursaries (minus a $500 


exemption), 
research grants (less expenses where applicable), 


transitional assistance payments to automotive workers 
under that Appropriation Act, 


8 


e allowances paid under the Textile and Cicthing Board 
Act, : 


* payments from an income maintenance insurance plan 
to which the employer makes a contribution. Contribu- 
nions since 1967 under the pian will be deductible for 


tax 
purposes from any payment received. If the plan was 


established before June 19, 1971, benefits received be- 
Cause of injury or sickness occurring before 1974 will 
be exei.pt from tax. 


In addition, minimum amounts will be established for the tax- 
able benefit where company cars are made available for personal 


use. These amouns will be based on one percent per month 


of the original cost of the car or one third of the rei:cal cost. 


Income Averaging 


Two changes to the Income Tax Act will provide for averaging 


- income Over a period of years where income for any given year 
is unusually high. 


General Averaging 


rh 


The first of these is an averaging calculation that will auto- 
matically be made by the Department when your income 1!s 
20 percent more than the average of the preceding four years 

eave er iuy 


and 10 percent more than the income of the immediately 
preceding year. 


t 


You will not have to elect to average, or make the calculation 
yourself. The calculation will be automatically made by com- 
puter, and you should calculate your tax payable-in the norma! 


, 


manner. The calculation can never increase your tax payable, 
and when it reduces tax it will either increase your refund or 
reduce any amount owing. 


The first year for which an averaging calculation can be applied 
will be the 1973 taxation year, using the income of 1972 as the 
base. It will not be until the 1976 tax year that the full four 
previous years will be used. 


Farmers and fishermen may continue to use the five-year block 
averaging they have been allowed in the past. Years used in 
block averaging, however, cannot be used for general averaging. 


Income Averaging Annuities 


The second method of averaging income is by the purchase of 
a special type of annuity called an income averaging annuity, 
the cost of which is deductible from income of the year in which 
the annuity is purchased. 


The purpose of allowing the cost of these annuities as deduc- 
tions is to distribute unusual lump sum receipts in equal por- 
tions over a period of years rather than require such receipts 
to be included in the income of a single year. 


Amongst those who may benefit from the purchase of income 
averaging annuities are persons who receive income from: 


e taxable capital gains, 


e production of a literary, dramatic, musical or artistic 
work, 


e activities as an athlete, musician or public entertainer, 


e a pension plan in a lump sum on termination of em- 
ployment, | 


e a death benefit in a lump sum. 


An Information Circular on Income Averaging Annuity Con- 
tracts can be obtained from your District Taxation Office, or 
by writing to the address on page 13. 
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Dividend Tax Credit 


In the past, individual taxpayers receiving dividends from t 
able Canadian corporations have included the cividend amaunt 
minus carrying charges and depletion, in their income. anc 
then been allowed to deduct from tax otherwise payable 

cent of the net amount included in income. a 


Beginning in 1972, the procedure for reporting dividend income 
and claiming credit, will be revised, 


Taxpayers will now increase the amount of their dividend 
one-third, and report this total on the return. A credi cains 
federal tax payable will then be allowed of four-fifin« of ¢! 
additional one-third thus included in income. In agreein; 
provinces, provincial taxes will be a percentage of fecleral ts 
The result is that the remaining one-fifth will in effect > allowed 
as a reduction in provincial tax. 


Thus an individual receiving a dividend of ‘5300 
Canadian corporation will include $400 in his inconie, He will 
be allowed to deduct from his federal tax a credit oo $80 (four- 
fifths of the additional $100). The reduction i 5°. provincial 
tax, assuming the province imposes a 30 per cent rai, would be 
$24 (30 per cent of $80). The total credit would, therefore, 
be $104. 

In the past, the credit was based on net dividends, after deducting 
carrying charges and depletion. The new provisions are more 
generous in that the credit is based on the gross dividen< before 
deducting carrying charges. Carrying charges will still bs deduc- 
tible when computing income. Shareholder’s depletion allow- 
ances, which were deductible in some instances in the past, will 
be discontinued. 

The amount of dividends a taxpayer receives, the total that has 
to be included in income, and the credit allowable, will be 
reported to the taxpayer and to the Department by the paying 
corporation on T5 information slips. 
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Entertainment Expenses 


Beginning January |, 1972, membership fees or dues, including 
initiation fees, for any recreational, dining or sporting club 
will not be deductible as a business expense from the income 
of commission salesmen or self-employed taxpayers. 


Similarly, the cost of using or maintaining a yacht, hunting or 
fishing lodge, or golf course or facility, will not be deductible 
in computing income of a commission salesman or of a busi- 
ness. These restrictions will not apply, however, to a taxpayer 
whose business consists of pov the use of such facilities 
to the public. 


Conclusion 


This pamphlet has dealt briefly with those reforms likely to be 
of general interest to individual taxpayers. A number of the 
reforms mentioned, as well as reforms that are of interest to 
self-employed taxpayers and corporations, are covered in more 
detail in publications listed on page 14. 


In addition, Information Circulars on other tax reform topics 
have been or are being prepared. These will be available from 
your District Taxation Office. 
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Please send me the publications indicated: 
|] Valuation Day 
[_] Child Care Expenses 
|_| Moving Expenses 
re Capital Gains 
[_] Partnerships 
[_] Rental Income and Undeveloped Land 
[]} Goodwill and Similar Assets 
|_| Professionals: Income Calculation 
| | Basic Herds 
[_] Corporate Tax Guide 


My mailing address is 


NAME 


ADDRESS 
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